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Introduction 


For the past ten years, the US and Panama have been 
engaged in negotiations toward a new Panama Canal 
treaty. At times the differences between the two sides 
have made it seem doubtful that a satisfactory pact 
could ever be achieved, while at other times it looked as 
if most of the roadblocks had been cleared away. In late 
1973, a new round of discussions began, and the two 
governments agreed to eight basic principles to guide 
negotiators' efforts to produce a treaty. 

This paper has two objectives, from a substantive in- 
telligence point of view, it explores in some detail the 
Panamanian negotiating position —the constraints, ob- 
jectives, and priorities of the 1 orrijos government on the 
canal issue. From a methodological perspective, it 
presents an analytical technique — multi-attribute utili- 
ty analysis — which permits a quantitative approach to 
the analysis of negotiations. 

It must be stressed that this utility analysis is not 
designed to be predictive. We do not suggest that a 
negotiator can read a chart or a graph and then come 
up with a negotiating position or the solution. 
Instead, wc present a way of making explicit our subjec- 


tive judgments about the utility to one side or the ol ’ter 
of various proposals along the bargaining range end 
provide some benchmarks that may be iielpl a m 
evaluating chances of an agreement. 

This analysis is not meant to be read pavsiviv 
Intelligence or policy analysts can examine the explicit 
judgments put forth, focus on the assumptions, see 
where they disagree, and plug in their own judgments. 
The interaction is dynamic. Given a policx -mak t s 
specification of bargaining ranges and relative impor- 
tance of issues, it is possible for the intelligence uunvst 
to generate quickly the most efficient (highest mil tv ! 
agreement within the given parameters and then, in mi 
an intelligence point of view, comment on its pi obti bit- 
acceptability to Panama. 

Since utility analysis requires that issues be evaluated 
one against the other, and that the value judgment - oi 
one side be compared with those of the other. v> e iuvr 
presented a US position along with our evaluation 01 
Panamanian thinking. While every effort was mad ■ to 
represent the US position accurately, our character/a 
tion is in no way to be considered official 
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Discussion of Method and Reason for Use 

In its simplest form, if both sides want to come to an 
agreement, negotiation is a matter of narrowing 
differences. In single-issue negotiations, particularly 
when the parties are of roughly comparable bargaining 
strength, a compromise or ‘split the difference’’ strategy 
often prevails. X asks for 30, Y suggests 10, and they 
compromise at 20. The 10 and the 30 are the initial 
values that each side places on the issue and, as both 
move an equal distance from their starting point, they 
both feel they are paying an equal price and getting 
equal value. 

The problem is more complicated in multi-issue 
bargaining. Splitting the difference on ten issues, even if 
both sides use honest starting points, is not an equitable, 
or even a smart way of approaching the problem. Ob- 
viously, if one side gives in half-way on seven issues that 
are important to it and on three issues that are impor- 
tant to the other side, the bargaining symmetry may be 
lost, one side may feel frustrated, and an agreement 
might not be signed. Nevertheless, the single-issue 
strategy and mentality often persists and multi-issue 
negotiations tend to proceed as a series of single-issue 
bargaining sessions. 

In the past the disjointed style of Panamanian 
negotiations led to analysis of the canal problem that 
focused almost exclusively on individual points with lit- 
tle effort to link issues. This paradox can be explained 
rather simply. From a strategic point of view, the 
abrogation of the 1903 treaty and the development of a 
new canal arrangement are the most important foreign 
policy goals of any Panamanian government. But tac- 
tically there is always dissonance between the Panama- 
nian diplomat’s sense of what is possible to achieve and 
the Panamanian politician’s sense of what Panama s 
nationalists will accept. As the Panamanians gain con- 
fidence in their negotiating ability and attempt to deal 
more realistically with the canal problem, such an ap- 
proach may not fully serve the purpose. 

The methodology used here, utility analysis, assists 
the analyst to interrelate issues and to consider the im- 
plication of tradeoffs across treaty issues in terms of the 
net benefit accruing to each party. The first step in this 
analysis was to identify the most important issues in the 
negotiations, to define them precisely, and to translate 


them into quantitative terms. The ten most salient 
issues were isolated and the specific bargaining range 
for each, based upon previous negotiating efforts, was 
postulated. 

The utility for the US and for Panama of an agree- 
ment along a range of possible positions was then in- 
dicated on a graph for each issue. On the horizontal axis 
the quantified issue was plotted: dollars of compensa- 
tion, years of duration of the treaty, etc. On the vertical 
axis was measured the utility or relative degree of attrac- 
tiveness ranging from zero to 100 utils, or units of utili- 
ty. 

The next step was to provide weights, or quantitative 
measures of the relative importance of the issues in order 
to focus on the negotiating package as a whole. After 
the curves had been plotted and the weights added, it 
was a simple matter to generate a number of treaty out- 
comes and the associated utility of each agreement for 
each side. Minimum requirements or even maximum 
objectives can be specified and the solutions will fall 
within these parameters but, unlike the issue-bv-issue 
negotiating strategy, a suboptimal resolution will be 
avoided. 

The procedure described here can serve as an instru- 
ment used “behind-the-scenes’’ to facilitate 
negotiations between the parties. It can be used un- 
ilaterally by one of the parties after a negotiating session 
to update assumptions about the other side and to refor- 
muiate its negotiating position so as to maintain for 
itself an equivalent utility while increasing utility for 
the other side. Here the approach is used as an in- 
telligence tool to codify our understanding of the 
Panamanian position and to explore the implications of 
alternative treaty options. 

The Issues 

On February 7, 1974, Secretary Kissinger and Foreign 
Minister Tack of Panama signed a declaration that 
represented an important step toward a new treaty 
covering the Panama Canal. The statement provided a 
framework of eight principles to guide negotiators from 
the two countries in drafting a new pact. These prin- 
ciples were carefully drawn to meet major Panamanian 
objections about the present treaty, to soothe Panama- 
nian feelings, and to signal a US sensitivity to Panama- 
nian concerns. As a result, the negotiations have settled 
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DECLARATION OF PRINCIPLES 


Signed by Secretary Kissinger and Foreign Minister Tack on February 7, 1974. 

1. The Treaty of 1903 and its amendments will be abrogated by the conclusion of an entirely 
new interoceanic canal treaty. 

2. The concept of perpetuity will be eliminated. The new treaty concerning the locks canal shall 
have a fixed termination date. 

3. Termination of US jurisdiction over Panamanian territory shall take place promptly in 
accordance with terms specified in the treaty. 

4. The Panamanian territory in which the canal is situated shall be returned to the jurisdiction of 
the Republic of Panama. The Republic of Panama, in its capacity as territorial sovereign, shall grant 
to the United States of America, for the duration of the new interoceanic canal treaty and in 
accordance with what that treaty states, the right to use the lands, water, and airspace that may be 
considered necessary for the operation, maintenance, protection, and defense of the canal and the 
transit of ships. 

5. The Republic of Panama shall have a just and equitable share of the benefits derived from the 
operation of the canal in its territory. It is recognized that the geographic position of its territory 
constitutes the principal resource of the Republic of Panama. 

6. The Republic of Panama shall participate in the administration of the canal in accordance 
with the procedure to be agreed upon in the treaty. The treaty shall also provide that Panama will 
assume total responsibility for the operation of the canal upon the termination of the treaty. The 
Republic of Panama shall grant to the United States of America the rights necessary to regulate the 
transit of ships through the canal and operate, maintain, protect and defend the canal, and to 
undertake any other specific activity related to those ends as may be agreed upon in the treaty. 

7. The Republic of Panama shall participate with the United States of America in the protection 
and defense of the canal in accordance with what is agreed upon in the new treaty. 

8. The United States of America and the Republic of Panama, recognizing the important services 
rendered by the interoceanic Panama Canal to international maritime traffic, and bearing in mind 
the possibility that the present canal cculd become inadequate for said traffic, shall agree bilaterally 
on revisions for new projects that will enlarge canal capacity. Such provisions will be incorporated 
in the new treaty in accord with the concepts established in Principle 2. 
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into a calmer and more businesslike pattern than had 
prevailed in the past. Nevertheless, the eight principles 
to a degree mask rather than clarify the underlying 
issues and sub-issues that will have to be resolved before 
a new treaty can be signed. At this juncture, there 
appear to be ten major treaty issues implicit in these 
eight principles. 

1. Compensation— The amount of money the US 
will pay directly to Panama under a new treaty for 
the right to maintain, operate, and defend the pre- 
sent canal and any new canal. 

2. Duration — The length of time before a new 
treaty would expire and all rights would revert to 
Panama. 

3. Expansion Right— The number of years the US 
will have in which to decide whether to expand the 
present canal by adding a third set of locks or a new 
sea-level canal. 

4. Expansion Routes— The location or locations 
the US could choose from if it decides to expand 
canal capacity. 

5. Jurisdiction, Temporary — The number of 
years’ transition before the US gives up certain 


jurisdictional rights in the Canal Zone. 

6 Jurisdiction, Permanent— The number ol 
jurisdictional elements that will be retained by the 
US for the duration of a new treaty. 

7. Land and Water— The percentage of the pre- 
sent Cana! Zone to be turned over to Panama when a 
new treaty is ratified. 

8. Defense, Role of Panama— The degree to 
which Panama will be afforded canal defense respon- 
sibilities under a new' treaty. 

9. Defense, US Defense Rights— The degree to 
which the US will be permitted to retain current 
facilities, installations, and powers to defend the pre- 
sent or a new canal from attack or sabotage. 

10. Defense, US Military Rights— The degree to 
which the US will retain rights that are not directly 
and immediately related to local defense of the 
canal. 

Utility analysis requires that issues be evaluated 
one against the other, and that the value judgments 
of one side be compared with those of the other 
Therefore, on the basis of what is now known, we 
have attempted to capture the relative importance ol 
the various issues to each side. 


ASSUMED RELATIVE IMPORTANCE OF TREATY ISSUES 


PANAMA 


Rank 

Order 

Weight 

(=100) 

Issue 

1 

15 

Duration 

2 

15 

Permanent Jurisdiction 

3 

15 

Land and Water 

4 

13 

Panama Defense Role 

5 

11 

Compensation 

6 

9 

US Defense Rights 

7 

7 

US Military Rights 

8 

7 

Temporary Jurisdiction 

9 

5 

Expansion Routes 

10 

3 

Expansion Right 


US 


Rank 

Order 

Weight 

(=100) 

Issue 

1 

22 

US Defense Rights 

2 

22 

Permanent Jurisdiction 

3 

15 

Land and Water 

4 

14 

Expansion Right 

5 

11 

Duration 

6 

6 

Expansion Routes 

7 

4 

Compensation 

8 

2 

Temporary Jurisdiction 

9 

2 

US Military Rights 

10 

2 

Panama Defense Role 
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Panama has long regarded its strategic location and 
the canal as its number-one natural resource. As other 
developing nations have exerted greater control of their 
economic resources, Panama has felt a need to do 
likewise. But economics have never played the major 
role. Panamanians have consistently regarded the 1903 
treaty and the US presence in the Canal Zone as an in- 
fringement on their sovereignty, casting them in the 
eyes of the world as a US puppet rather than an in- 
dependent state. The nationalistic forces on the march 
in much of Latin America have reinforced Panama’s 
determination to win a new and more favorable deal 
from the US, 

Thus, on the Panamanian side, the issues can be 
divided into two basic groups: one set with a 

predominantly psychological base, and another with a 
largely practical one. The three top-ranked issues — per- 
manent jurisdiction, land and water, and total 
duration — are in the first category. In all authoritative 
statements on the canal dispute, these three invariably 
receive the most attention in Panama. 

Duration is of course a key issue because the perpetui- 
ty clause was probably the most objectionable feature of 
the 1903 treaty. The Panamanians tend to link jurisdic- 
tion with land and water at the top of their list. One 
Panamanian official has maintained that “until 
Panama has recovered full jurisdiction, it cannot be said 
that it has regained effective sovereignty.” 

Graft and corruption have always been a way of life 
in Panama, but politicians are particularly sensitive to 
the charge that they would barter the national 
patrimony for money. Thus, a largely symbolic issue, 
Panama s defense role, may be potentially more dif- 
ficult than an issue such as compensation. 


The Utility Curves 

The analysis of each of the issues was condensed into 
a utility curve that defines the value to each side of 
various points along the bargaining range. The 
weighted and unweighted curves have the same shape 
but the importance of the issue is factored into the 
weighted curve and, therefore, the vertical axis of the 
former does not go from 0-100 utils. For example, if 
duration is considered worth 15 of 100 points to the 
Panamanians and 11 of 100 points to the US, at its 


highest point the weighted Panamanian curve reaches 
15 rather than 100, the US curve only 11. 

Duration 

One of the primary Panamanian targets in the 1903 
treaty has been the provision granting the US rights to 
operate the canal in perpetuity. Psychologically, and 
therefore politically, it is very important to Panama to 
gain the abrogation of this provision. Thus, the Torrijos 
government has steadfastly contended that any new 
treaty must contain a fixed termination date after which 
Panama will have full control of the present canal and 
of any new canal that is built. 

The abortive 1967 draft treaties provided that 
Panama would gain control of the present canal around 
the year 2000 and would gain control of a proposed 
sea-level canal within 60 years after its opening or, at 
the latest, within 100 years after the treaty was signed. 
The year 2000, therefore, represents a psychological 
barrier and Torrijos might find it difficult to agree to a 
treaty whose duration far exceeded this date. 

The US is primarily concerned with having control 
over the operation and defense of a canal well into the 
next century. It has sought a basic 50-year treaty cover- 
ing the present canal, with the right to extend it an ad- 
ditional 35 years if the canal is expanded, or 40 years if a 
sea-level canal is built. Thus, a new treaty could be in 
force for up to 90 years. The US feels this period is 
necessary to allow time to plan and to build an expand- 
ed or new canal and to recover some of the costs. To 
Panamanian eyes, however, a 90-year span looks like 
perpetuity, particularly because the present treaty, 
drawn up at Panama’s inception as a nation, has been 
in effect only 71 years. 


Permanent Jurisdiction 

Panama’s paramount goal is a “Panamanian canal, 
operated by Panamanians, for Panamanians.’’ Panama 
wants explicit recognition of its sovereignty over the 
Zone and its right to exercise effective territorial jurisdic- 
tion. The US now has in perpetuity all of the rights as if 
it were sovereign in the Zone, and would require in any 
new treaty sufficient rights and immunities to ensure 
that its ultimate authority to operate and defend the 
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THE 32 BASIC JURISDICTIONAL ISSUES 


Order of 
Ascending 
Desirability 
to Panama 

Weight 

US Pan 

Issue 

1 

100 

30 

Control of navigation in canal 
waters 

2 

100 

30 

Control of tolls 

3 

100 

30 

Control of claims procedures 
where : .JS government is in- 
volved 

4 

100 

30 

Right to use security guards 
with power of arrest after gen- 
eral police power in Zone 
lapses 

5 

100 

30 

Immunity for official acts of 
US personnel and inviolability 
for US installations 

6 

100 

30 

Effective control of canal 
operations 

7 

100 

30 

Unilateral right to defend the 
canal 

8 

100 

30 

Right to improve the existing 
canal short of adding third 
locks 

9 

100 

30 

Right to hold and dispose of 
property 

10 

100 

70 

Control of personnel and 
working conditions 

11 

100 

70 

Rights to operate schools and 
hospitals for US citizens and 
municipal services (fire-fight 
ing, witter and power, garbage 
collection, street repair, etc.) 

12 

100 

70 

Special exemptions from Pana- 
manian customs and taxation 
for US agencies and US citizen 
employees 

13 

100 

70 

Immunities for US govern- 
ment contractors and their 
supplies and equipment 

14 

100 

70 

Right to augment water sup- 
ply for lockages 

15 

100 

70 

Right to bring US government 
employees and US military 
personnel into the canal area 

16 

100 

70 

Control of land and water use 
in the reduced canal area 

17 

30 

30 

Rights to residence in the 
canal area for individuals em- 
ployed in or associated with 
US government activities 


Order of 

Ascending 

Desirability 

Weight 

Issue 

to Panama 

US 

Pan 

18 

30 

30 

Right to operate Trans- 
Isthmian Railroad 

19 

30 

30 

Right to use English and Span- 
ish as official languages in the 
new canal area 

20 

70 

70 

Control of health and sanita- 
tion in the reduced canal area 

21 

70 

70 

Military Postal Service for offi- 
cial US mail 

22 

70 

70 

Right to terminate canal oper- 
ation 

23 

70 

70 

Limitations on US responsi- 
bility for ecological damages 
due to canal operations 

24 

70 

70 

Right to continue to provide 
US government housing for 
employees 

25 

70 

70 

Right of movement of US gov- 
ernment personnel and vehi- 
cles in the Republic of Panama 

26 

70 

70 

Right to fly US flag 

27 

90 

90 

Right to continue to use radio 
frequencies now held 

28 

100 

100 

Criminal jurisdiction for the 
duration for certain crimes 
against the security of the 
canal 

29 

100 

100 

Right to provide essential serv- 
ices to shipping (bunkering, re- 
pair, naval stores, towing, sal- 
vage, etc.) 

30 

100 

100 

Right to provide all essential 
services and facilities for US 
government agency operations 
(as distinguished from services 
and facilities for employees 
that should be provided by 
private enterprise) 

31 

100 

100 

Right to provide commer- 
cial-type services and facilities 
for employees when private 
enterprise cannot or will not 
provide such services and facil- 
ities 

32 

30 

70 

Motor vehicle licenses and reg- 


istration for official US vehi- 
cles 
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canal could not be legally circumscribed by Panama. 
1 he Panamanians, however, want to dismantle this 

government within a government,” as they describe 
the Canal Zone administration, and to assume all nor- 
mal government functions. 

The Torrijos regime, therefore, wants to limit US 
rights to the narrowest possible list — spelled out in 
detail — that Panama deems essential to US operation 
and defense. All rights of a sovereign jurisdictional 
nature and all other types of rights not specifically 
granted to the US will be retained by Panama. The 
canal operation will be as nearly like that of a forcign- 
owned private business operation in Panama as possi- 
ble, and its unique aspects and immunities as a US 
government operation will be held to an absolute 
minimum. 

Jhc US wishes to retain at least 32 basic jurisdictional 

elements for the duration of a new treaty. Those that 
appear most significant to the US and least important to 
Panama are at the top of the list, those most significant 
to Panama and least important to the US are at the bot- 
tom. Issues about which both sides feel strongly are 
clustered in the middle Permanent jurisdiction was 
weighted against the other issues and the 32 sub-issues 
were weighted against each other. This then permitted a 
determination as to which issues would be given up first 
and what utility loss resulted from giving up a certain 
number of issues. 

The distinction between permanent jurisdiction and 
temporary jurisdiction should be noted. The former 
refers to rights the US wishes to retain for the life of a 
new treaty, the latter to rights the US will give up dur- 
ing the treaty. This distinction is important because it 
sets up two separate sets of negotiating problems. In the 
one case, the concern is with definition — whether a 
jurisdictional element is temporary or permanent. In the 
other case, the concern is merely with the length of the 
transition period. Nevertheless, it should be clear that 
just because an issue is included under permanent 
jurisdiction does not preclude Panamanian participa- 
tion. Principle Six, for example, says that Panama will 
participate in the administration of the canal, Principle 
Seven talks about participation in canal defense. The 
point is that during the life of a new treaty the US will 
retain such jurisdictional rights as canal operation and 
for most of the period will play a primary and dominant 
role. 


One additional sub-issue that as -yet has not been ful- 
ly addressed is the application of these 32 jurisdictional 
elements in the context of an expanded (third locks or 
sea-level) canal. The Panamanian position seems to be 
that the special rights the US may enjoy relative to the 
present canal will last only for the duration of the agree- 
ment covering this canal and will not be extended to 
cover an expanded canal. The US wants the new treaty 
concerning the present canal to continue essentially un- 
changed for the canal augmented by construction of a 
third lane of locks or a replacement sea-level canal. 

Land and Water 

This is a very important issue for both sides, and is 
likely to be one on which protracted bargaining will be 
needed. 

The Panamanians have insisted that all land and 
water areas not essential for the operation, 
maintenance, and defense of the canal must be turned 
over to Panama immediately after a new treaty comes 
into effect. They are mainly interested in reducing US- 
controlled land and water to the smallest possible area 
The Torrijos government takes a rather restricted view 
of the land areas that should be retained by the 
US — primarily a narrow strip along the canal for opera- 
tion and maintenance. The Panamanians note that only 
1 5 square miles of the Zone are used for canal operations 
and only 40 square miles for military installations. The 
rest of the 372 square miles of land area and 275 square 
miles of water area, they argue, ought to be available 
for any Panamanian uses that do not interfere with 
operation and defense of the canal. 

Complicating the issue, however, is the fact that 
Panama takes a rather broad view of what uses are com- 
patible with canal operations and insists that Panama- 
nian development needs to be given priority. They par- 
ticularly point to the urgent need for land for urban 
development. I he city of Colon, a Panamanian enclave 
on the Atlantic side, cannot presently expand at all. 
Panama City, on the Pacific side, instead of growing in 
a normal radial pattern, is forced, at considerable cost, 
to expand roughly along a north-south axis. On the west 
side of the canal, they claim the town of Arraijan also 
needs land. 

Nevertheless, the basic issue here is national pride 
rather than land or economic development. Panama 
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deeply resents the fact that the country is divided in half 
and separated by a ten-mile- wide Zone in which the US 
exercises power as if sovereign. The Panamanians argue 
that they have always regarded the canal as an impor- 
tant national resource and have never done anything in- 
compatible with its continued operation. Instead of 
having the US control the land near and adjacent to the 
canal, with Panama required to ask US permission 
before it can use this land, it prefers to reverse the 
situation: to have the US come to Panama for permis- 
sion to utilize land or to argue against particular 
Panamanian land use proposals. 

In addition to opposing a US-controlled area con- 
tiguous to the canal, Panama has argued against reten- 
tion by the US of the training and maneuver areas 
within the Zone. Supporting its wish to regain control of 
the land, it argues that US troop training could be done 
elsewhere, and that these areas are not necessary for 
canal defense. These arguments appear to have a sub- 
stantial pecuniary cast. Panama seems to believe that if 
the training areas now in the Zone can be disassociated 
from canal protection and more closely tied to purely 
US national defense interests, then the US might be 
forced to pay additional sums of money for the privilege 
of using such areas. Some Panamanians reportedly feel 
that if the US were to relocate the training functions 
elsewhere in Panama, the construction of new in- 
stallations in the hinterlands would contribute to the 
development of these areas and the overall economic 
development of Panama. 

Despite these nuances, the major question is the 
amount of the present Canal Zone that is to be returned 
to Panama. Panama seems to feel that 75 percent 
should be returned. The Panamanian curve shows, 
however, relatively little loss in utility between 75 per- 
cent and 65 percent and a sharper but still gradual 
decrease to 50 percent. Below 50 percent each successive 
percentage drop is as bad as the previous one and thus a 
straight line slopes down to 0 utils at 20 percent. This 
judgment of the Panamanian position does not take 
into account where the land and waters to be 
transferred are located; land close to Panama City and 
Colon, for example, would be much more desirable to 
Panama than land around Gatun Lake. Thus, getting 
more advantageous land might convince the 
Panamanians to accept a smaller actual area. 


The US feels that it needs a certain amount of land 
and water to operate, maintain, and defend the canal. 
It is unlikely to give up land on which most existing in- 
stallations are located (Old and New France Fields are 
an exception), and it wants to retain a contiguous strip 
of land on both sides of the canal for defense purposes. 
Water areas may be more important than land, because 
it is the water of Gatun, Madden, and Miraflores lakes 
that makes possible the transit of vessels through the 
locks of the canal. In fact, the potential shortage of 
water is one of the main factors limiting the capacity of 
the canal. As the number of transits increases, 
more — not less — water is going to be needed. The US 
has considered turning 20 percent of the land and water 
occupied by the Zone over to Panama; it could go as 
high as one third without major damage. The US curve 
indicates a gradual decrease to 50 percent and a sharp 
decline thereafter. 

Panama Defense Role 

Ultimate responsibility for the protection of the canal 
clearly can rest with only one country. The US insists 
that it must exercise this responsibility until the expira- 
tion of a new treaty. The Panamanians claim that since 
the canal is located on their territory, they must have a 
role in its defense. They also contend that the main 
reason for the presence of US military forces in the 
Canal Zone is to protect the canal from Panamanians, 
and that since there has never been an attempt to 
sabotage the canal— which is the country’s most 
valuable resource — this threat is illusory. 

Panama suggests, therefore, that its security forces are 
competent to help protect the canal. Indeed, one of the 
Torrijos government’s objectives in sending a con- 
tingent of the National Guard to serve with the United 
Nations Peacekeeping Force in the Suez area was to 
demonstrate the Guard’s capability. 

Up to this point, the Panamanians have indicated 
that they would be satisfied with a minority role in 
terms of men, equipment, etc., in protecting the canal. 
They are probably most interested in obtaining a role 
with high visibility, such as joint police patrols. Because 
they do seem willing to accept a minority role, the 
bargaining range has been set at from 0 to 50 percent 
Panamanian participation. 

An issue that the negotiations have not yet addressed 
is defense arrangements for a sea-level canal, should 
one be built. The security problems would be far less 
than with the present lock canal, and one Panamanian 
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negotiator (Lopez Guevara) has already stated that 
Panama would seek exclusive responsibility for its 
defense. 

Compensation 

Although the Panamanians are placing heavy 
emphasis on jurisdictional and sovereignty issues, this is 
not for lack of interest in increased economic benefits. 
Rather it is that they are more confident that economic 
concessions will come easily. They consider the canal 
their prime natural resource and, looking at what other 
countries like Venezuela earn from their resources, may 
have developed some inflated notions of what Panama 
should gain from the canal. Thus, some very tough 
bargaining may be in prospect. 

The Panamanians maintain that the canal is not be- 
ing operated as a business but as a non-profit under- 
taking. They note, for example, that until 1974 tolls had 
not been increased since the canal opened in 1914. As a 
result, they estimate that US shipping interests, and in- 
directly the US consumer, have received a cumulative 
subsidy of $1 billion. They also insist that the present 
$2.3 million annuity is ridiculous, and that the $20-25 
million Panama would now be receiving had the 1967 
draft treaties been accepted also is insufficient. 

In previous negotiations, the Panamanians have call- 
ed for payment by the US of income, automobile 
license, and other taxes, in addition to the annuity. 
They arc also likely to want payment for any military 
bases and installations the US retains after a treaty is 
signed, probably under the terms of a status of forces 
agreement. They are likely to look at the US agreement 
with Spain as a model. 

Earlier the Panamanians had hinted at a total Us 
annual payment of $50-100 million. On this basis, the 
bargaining range has been set at from $100 
million— Panama's likely maximum demand— to $25 
million, an amount in keeping with the 1967 draft 
treaties. The Panamanian curve reflects a modest drop 
in utility as the amount increases from $25 to $40 
million. US utility is still fairly high at $50 million but 
quickly drops to below 10 utils at $65 million. 

US Military Rights 

The Panamanians have maintained a strong distinc- 
tion between, on the one hand, a narrowly defined con- 
cept of canal defense and on the other, US military in- 
terests such as hemispheric defense. Thus, while 
recognizing the US right to maintain a limited military 


presence in the Zone to defend the canal during the 
period covered by a treaty, they have argued for the 
removal of military installations they consider to have a 
primary mission other than canal protection. In their 
view, such installations make Panama a possible target 
in the event of hostilities involving the US and, in any 
case, are symbols of US “intervention" in Panama and 
other Latin American countries. The presence of such 
installations is thought to be an embarrassment to the 
progressive image of the Torrijos government. 

The strongest objections generally have been directed 
at the presence of the headquarters of the US Southern 
Command (SOUTHCOM). The Panamanians are 
somewhat ambivalent about other US military ac- 
tivities. At times, they have expressed displeasure about 
the training of military forces of conservative Latin 
American regimes at the School of the Americas at bort 
Gulick; vet Panamanian National Guard troops also go 
through programs at this school, and many 
Panamanians apparently view the school s presence as 
prestigious. They probably also recognize the service 
that US disaster assistance teams based in the Zone have 
played in Latin America. 

On balance, it appears likely that the Panamanians 
will remain adamant that the headquarters of 
SOUTHCOM must go. They might be less insistent 
about other military-related activities such as the School 
of the Americas, the Tropic Test Center, and I ropic 
Survival School, the Inter-American Air Force 
Academy, and the Inter-American Geodetic Survey. In 
the bargaining process, they might be willing to barter 
retention of these facilities for additional payment or for 
US concessions on other issues. 

US Defense Rights 

The US presently has in the Zone a large number of 
personnel and several military installations, which carry 
out a broad range of activities generally related to tire 
defense of the canal. Army, air force, and naval bases 
house approximately 10,500 troops and provide access 
points through which reinforcements could be brought 
to defend against a threat to the canal Com- 
munications installations link the forces in the Zone 
with the US military worldwide, and guide air force 
planes and navy ships in the area. US military air traf- 
fic control systems service the civilian Tocumen airport 
in Panama, as well as the US bases in the Zone. There 
arc several ammunition and fuel transportation 
facilities, as well as installations for maintenance and 
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repair of most types of military equipment. All three 
services use large areas in the Zone for training and 
weapons practice. 

I he US claims that this extensive military presence is 
authorized by the right to protect the canal granted in 
the 1903 treaty. Article XXIII of this pact stipulates that: 

Ij it , should become necessary at any time to 
employ armed forces for the safety or protection of 
the canal, or of the ships that make use of the same , 
or the railroads and auxiliary works, the United 
States shall have the right, at all times and in its dis- 
cretion, to use its police and its land and naval forces 
or to establish fortifications for these purposes. 

As an additional protective measure for the canal, the 
1903 treaty gave the US the right to intervene to 
preserve order in the cities of Panama and Colon should 
US authorities judge that the Panamanian government 
was unable to do so. This provision was abrogated by 
the 1936 treaty. Article X of this pact also provided for 
consultation by both governments in matters related to 
canal defense: 


US DEFENSE RIGHTS -WEIGHTED 



In case of an international conflagration or the ex- 
istence oj any threat of aggression which would en- 
danger the security of the Republic of Panama or the 
neutrality or security of the Panama Canal, the 
Governments of the United States of America and 
the Republic of Panama will take such measures of 
prevention and defense as they may consider 
necessary for the protection of their common in- 
terests. Any measures, in safeguarding such interests, 
which it shall appear essential to one Government to 
take, and which may affect the territory under the 
jurisdiction of the other Government, will be the sub- 
ject of consultation between the two Governments. 

In addition to the installations in the Canal Zone, 
there is also a need to protect some 38,000 US citizens 
living there. A special problem could be posed by ap- 
proximately 5,000 US citizens residing in Panama City 
who could be affected by a crisis involving the Zone. 
The possible need to send US forces into Panamanian 
territory to protect these Americans must be taken into 
account in US defense planning, although it may not be 
specifically included in the wording of a new treaty. 
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On their side, the Panamanians generally recognize 
that the US has a right to take steps to protect the canal 
during the period when a treaty is in force, They insist, 
however, that there is a clear difference between protec- 
tion of the canal in time of peace and defense of the 
canal during wartime. The latter, they claim, is an in- 
ternational question beyond the scope of a bilateral 
treaty because such defense would take place far from 
Panamanian shores and would not involve or require 
US forces stationed in Panama. On the other hand, they 
agree that rights related to protection against sabotage, 
for example, should! be addressed in a treaty. The 
Panamanians have often claimed that the US military 
presence in the Zone (which exceeds the total Panama- 
nian military manpower by 40 percent) is much larger 
than is needed to protect the canal. 

The Panamanians of course realize that Defense 
Rights is a key issue for the US, and they will probably 
show significant flexibility on this issue. Indeed, as the 
bargaining range indicates, what is at issue is a relative- 
ly small portion of the rights that the US now enjoys. 
The Panamanians have not indicated which facilities 
they want closed down and which they would be will- 
ing to let remain. Panama is almost certain to demand 
some reduction in the number of personnel and bases, 
and to refuse to agree to the installation or storage of 
nuclear or chemical and biological weapons systems. In 
sum, it will want the US defense role to be carefully- 
defined in a status-of-forces agreement, either in the 
new treaty or in a separate document. The Panamanian 
curve indicates that the Torrijos government will be 
fairly insistent on some restriction of current US 
rights — probably at least a 20-25 percent reduction in 
the total authority that the US enjoys under the 1903 
treaty. 

The Panamanian arguments from a military point of 
view are questionable. Defense of the canal just against 
sabotage could require more rather than fewer soldiers. 
In any event, the US has sought full and unilateral 
rights to defend the canal. Panamanian participation in 
this defense is welcomed, but such participation would 
not in any way dilute or reduce US defense rights or in- 
terfere with US political and military decision-making 
authority or responsibility. Within bounds, Panama- 
nian objections can be accommodated and the US 
curve indicates a relatively limited loss in utility from a 
modest 10 or even 20 percent diminution in defense 
rights. 


Temporary Jurisdiction 

This issue must be read in conjunction with perma 
nent jurisdiction, for those jurisdictional elements that 
the US wishes to retain for the life of a new treaty are 
treated under ‘ ‘ permanent jurisdiction’ ’ while those that 
the US is willing to give up before the termination of a 
new agreement have been labeled elements of tem- 
porary jurisdiction. At present, 18 items fall into this 
latter category. 


ELEMENTS OF TEMPORARY JURISDICTION 


1. Use of Panamanian license plates on all private vehicles 
in Canal Zone. 

2. Use of Panamanian postal system. 

3. More use of Spanish language and more instruction in 
Panamanian history in Canal Zone schools. 

4. Increased employment opportunities for Panamanians 
in Canal Zone to point where they will hold 85 percent of all 
positions. 

5. More use of joint US-Panamanian commissions to deal 
with issues such as urban problems created by Canal Zone 
presence. 

6. Panama to take over Canal Zone bus service. 

7. Canal Zone governor to withhold Panamanian income 
tax from people working in Canal Zone who are subject to 
Panamanian taxation. 

8. Fly Panamanian flags throughout Canal Zone and on 
commercial vessels transiting canal (might let US flags fly 
too). 

9. Permit some Panamanian commercial enterprises to 
operate in Canal Zone. 

10. Authorize exclusion of Canal Zone minimum wage 
coverage and Occupational Safety -and Health Act with re- 
spect to non-US citizens. 

1 1 . Sale of Panamanian lottery tickets in Canal Zone. 

12. Transfer to Panama properties formerly occupied by 
US consulate in Colon City. 

13. Give jurisdiction to Panamanian courts in some cases 
involving Panamanian citizens. 

14. Panama to take gradual control of hospitals, fire 
departments. 

15. Panamanian official and worker representation in 
handling labor matters in Canal Zone. 

16. Apply Panamanian immigration laws to all employees 
of Canal Zone. 

17. Make social, religious, and charitable organizations 
operating in Canal Zone subject to Panamanian laws and 
regulations. 

18. Police authority in canal area to be transferred to 
Panama. 
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Panama would obtain some of these jurisdictional 
elements as soon as the new treaty entered into force, 
while others would be transferred during a transition 
period intended mainly to minimize disruption to the 
lives of US residents of the Canal Zone who would be 
affected. The key negotiating problem here is to define 
the maximum permissible phase-out period. In 
previous negotiating rounds, the US has maintained 
that a 25-year transition period was essential for some 
aspects of jurisdiction, while the Panamanians have in- 
sisted on completion within five years. Many of these 
elements touch heavily on Panama s desire to establish 
effective sovereignty within the Zone. Several have 
great symbolic significance and would have great pop- 
ular appeal that would benefit the Torrijos government. 
Delaying Panamanian jurisdiction would vastly dilute 
the domestic political impact and diminish Torrijos 
“triumph.” 

Panamanian utility, therefore, is highest with an im- 
mediate transfer of these items, diminishing moderately 
through a ten-year transition period. Utility plummets 
between 10 and 15 years, indicating relatively little 
Panamanian flexibility on this issue at this time. The US 
curve in contrast shows a modest decline in utility from 
25 to 15 years and more sharply for each additional 
decrease. 


Expansion Routes 

The only new right that the US could obtain from a 
new treaty is an option to expand canal capacity. The 
Panamanians believe that by the end of the century the 
present canal may prove inadequate to carry the 
volume of traffic that will want to use it. The 
Panamanians also believe that the US will pay heavily 
for the expansion right. 

Expansion could be done by building a third set of 
locks to provide another lane for traffic through the pre- 
sent canal, or by constructing a conventionally ex- 
cavated sea-level canal. A sca-levcl canal would be 
twice as expensive as a third set of locks, but would also 
be far less vulnerable to sabotage. Two routes are under 
serious consideration: Route 10, approximately ten 
miles west of the present canal, linking the towns of 
Caimito on the Pacific Coast and Palmas Bellas on the 
Atlantic Coast; and Route 14, roughly following the 
course of the present canal. 

For Panama, each of the three expansion alternatives 
has some advantages and some disadvantages. 


Constructing a sea-level canal on Route 10 is the least 
preferred because it would divide the country a second 
time and create a second canal zone. The area around 
the new canal, moreover, might evolve into a new 
center of commercial activity rivaling Panama City, 
with attendant political and economic dislocation. 
There would be an economic boom during construction 
of the' canal but a possible slump afterward. There 
would be two canals rather than one, with Panama get- 
ting the old, obsolete canal while the US retained con- 
trol of the new canal. Panama would be saddled with 
the high cost of maintaining and operating the old 
canal at a time when traffic was shifting to the new 
sea-level canal. On the positive side, there would be no 
disruption of canal traffic during construction of the 
new canal and there would be no destruction of existing 
facilities. 

The third-locks plan is the second best expansion 
alternative from the Panamanian viewpoint. It would 
provide high employment during the construction 
phase, though the dollar cost of the canal would be less 
than that of a sea-level canal. The present canal would 
not be closed during construction of the additional locks 
and traffic would not be disrupted. The expanded canal 
would employ a substantial number of operating per- 
sonnel, and in general there would be the least amount 
of economic or physical dislocations. On the minus side, 
Panama would not acquire a truly modern canal and 
the defense implications of an expanded-lock canal 
would require a greater US military presence than a 
sea-level canal. 

A sea-level canal built along Route 14 appears to 
have the highest utility to Panama. Instead of two 
canals and two canal zones, there would be, at the end 
of the construction period, a single modern, efficient 
canal able to handle projected traffic for the foreseeable 
future. Even this alternative, however, is not without 
disadvantages. Land needed by Panama would be tied 
up, the present canal would have to be closed for two 
years during construction, the current canal would be 
destroyed, and the new canal would provide far fewer 
jobs. 

On the US side, greatest utility derives from an agree- 
ment that leaves open the choice of alternatives. Of the 
three possibilities, the US prefers the third-locks plan 
because it is cheapest and most likely to win con- 
gressional approval. Route 10 is preferred over Route 14 
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because, located away from Panama City, it would 
cause fewer administrative and defense problems. 
Hither the Route 14 or Route 10 option, when coupled 
with the third-locks alternative, has high utility to the 
US; Routes 10 and 14 without the third-locks alter- 
native have fairly low utility. 

Expansion Right 

both Panama and the US agree that at some point 
traffic through the present canal will reach a saturation 
point. Neither side is certain, however, when this will 
happen. Some studies have suggested that it will not be 
until the end of this century; recently, the Canal Zone 
governor said that certain technical improvements in 
the present canal could delay its obsolescence until well 
into the 21st century. Because of this uncertainty and 
the tremendous potential cost — possibly $4 billion to 
build a sea-level canal, and somewhat less to expand the 
present lock canal — the US has been seeking an extend- 
ed period to make a determination about whether, and 
how, to augment the canal’s capacity. 

The Panamanians, for their part, do not want to hold 
open a right-of-way for a sea-level canal for an extended 
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period nor unnecessarily limit land development plans 
in areas that might be required for a third set of locks. 
Moreover, they have been relying on statistics in- 
dicating that by the year 2000 the canal’s ability to han- 
dle traffic will have reached a saturation level, and 
further that it will take 15 years for the actual expansion 
work to be completed. Thus they see 1985 as the year of 
decision and feel that a short option period is all that is 
required. Panama’s position on expansion is also related 
to its position on duration. Given the 15-year construc- 
tion time and the unwillingness of the US to give up the 
present canal before a sea-level canal is in being, 
Panama must insist that the US begin construction in 
10-15 years if it is to see a basic treaty duration of 25-35 
years. Thus, the Panamanian curve shows highest utility 
at zero years — that is, they would most prefer a commit- 
ment from the US at the outset. Their lowest utility is at 
35 years. The curve shows relatively little utility is lost at 
10-15 years, but a sharp decrease after that. 

The US has its highest utility at 35 years — it wants a 
50-year treaty; its lowest utility is at zero years but the 
curve is concave, showing that an increase from 5-10 
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years yields very little additional utility compared with 
the increase from 10-15, and that the increase in utility 
from 15-30 is far greater than that from 0-15. 

Despite this, in previous negotiations Panama has 
tentatively proposed to give the US a 15-year option 
and, for additional consideration, provide two five-year 
extensions. This did not differ radically from the US 
request for a flat 25-year option period and appeared 
merely to be an attempt by Panama to obtain ad- 
ditional benefits at little cost. It could also serve as a 
bargaining counter to secure additional concessions 
from the US in other areas. 

Treaty Outcomes and Tradeoffs 
Combining Utility Curves 

The preceding discussion summarizes our understan- 
ding of the issues, the bargaining ranges, and the 
priorities. Generally, the azalysis would stop there. Us- 
ing utility analysis, however, it is possible to examine 
more fully the implications of the various judgments 
and to use the utility curves to evaluate alternative trea- 
ty packages. 

A few introductory points are in order. For each side, 
a completely unsatisfactory agreement has zero utility; 


one that is perfectly satisfactory has 100 utils. Thus, it 
side A were to win on all issues, the resulting agreement 
would have 100 utils for A and zero for B; the total joint 
utility would be 100. Similarly, if there were no dis- 
agreement between the two, an agreement might be 
worked out that was completely satisfying and, 
therefore, worth 100 utils for each; the total joint utility 
would then be 200. 

It is possible to graph any possible treaty package. 
On the horizontal axis is plotted the total utility of the 
package to Panama, and on the vertical axis the total 
utility of the same package to the US. We are interested 
only in the set of points that maximize utility under 
varying constraints, A smooth curve drawn through 
these points defines a set of solutions that are pareto-op- 
timal, i.e., that present a situation where one side can- 
not improve its position without decreasing the utility to 
the other side. Any point that falls on the inside of the 
pareto-optimal curve would be dominated in the sense 
that it is possible to improve the utility to either side 
with no resulting decrease in the utility to the other 
Consequently, from the point of view of maximizing 
utility, the consideration of treaty options should be 
restricted to those falling on the pareto-optimal curve. 


PARETO-OPTIMAL CURVE 
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Point A. representing an agreement that has 60 utils 
for the US and 40 for Panama, is said to he dominated 
because by moving up to the pareto-optimal 
curve — point B — the US improves its position (80 vs. 
60 utils) at no cost to Panama ( still 40 utils). By mov- 
ing to point C, Panama improves its utility (60 vs. 40) 
at no cost to the US, which is still at 60. Any point on 
the curve between B and C allows both Panama and 
the US to improve utility compared with point A. 
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TREATY OUTCOMES 
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A useful first step is to establish some benchmarks or 
standards against which various treaty outcomes may 
be measured. We might start by measuring the utility to 
each side of a strict compromise — an agreement where 
both sides agreed to select the mid-point of each issue. 
Using the utility curves previously generated by the 
analysis, this would yield a Mid-Point Agreement. 

This 'mid-point solution can be contrasted with the 
treaty outcome which, when the US and Panamanian 
utilities are combined, has the highest possible joint 
utility, given each country s valuation of the issues. This 
solution is called the Joint Max Agreement. 

It is not suggested that either alternative is viable or 
politically realistic, but it is clear that one would want 
to do better than the “mid-point” solution of 119 and 
could not do better than the “joint max” solution of 
140. We find, moreover, that if these solutions are 
graphed, the former is a dominated solution while the 
latter is on the pareto-optimal curve. 

From an intelligence point of view, it is useful to 
postulate a wide variety of alternative treaty out- 
comes — from an agreement totally favoring Panama to 
one totally favoring the US— which are pareto-optimal. 
Seventeen such outcomes are shown in the table op- 
posite. The issues are arranged so that those in the top 
rows are relatively more important to the US than to 
Panama, and those at the bottom rows arc relatively 
more important to Panama than they are to the US. The 
outcomes shaded in dark blue are resolved completely 
in favor of the US; those shaded in dark red are resolved 
completely in favor of Panama; those in light blue in- 
dicate that more than 50 percent of the utility goes to 
the US; and those shaded in light red indicate that more 
than 50 percent of the issue goes to Panama. 

Model US Agreement 

Once policy guidance is given, the implications of 
agreements within prescribed ranges can be more 
carefully examined and analyzed. It is not common 
practice, however, to specify an agreement in terms of 
utils, to say that the US requires a 60-util treaty or that 
the Panamanians must have an agreement that is twice 
as favorable to it as to the LIS. Instead, it is usual to say 
that the US cannot accept less than “X” on issue three, 
“Y” on issue six, etc. As an example, if US policy makers 
determined that the best that can be offered Panama is 
the Model US Agreement, under which the US gives up 


Mid-Point Agreement 

Issue 

Outcome 

Total Duration 

58 years 

Compensation 

$ 63 million 

Perm. Jurisdiction 

16 issues 

US Defense Rights 

85 percent 

Expansion Option 
a. Years 

18 

b. Routes 

10/14 

Panama Defense Role 

25 percent 

Temp. Jurisdiction 

1 3 years 

US Military Rights 

50 percent 

Land and Water 

48 percent 

US Utility 

66 

Panamanian Utility 

53 

Joint Utility 

119 


Joint Max Agreement 

Issue 

Outcome 

Total Duration 

25 years 

Compensation 

$100 million 

Perm. Jurisdiction 

31 issues 

US Defense Rights 

1 00 percent 

Expansion Option 


a. Years 

25 

b. Routes 

14/3rd Lock 

Panama Defense Role 

50 percent 

Temp. Jurisdiction 

5 years 

US Military Rights 

80 percent 

Land and Water 

50 percent 

US Utility 

72 

Panamanian Utility 

68 

Joint Utility 

140 
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Model US Agreement 

Issue 

Outcome 

Total Duration 

80 years 

Compensation 

$ 40 million 

Perm. Jurisdiction 

20 Issues 

US Defense Rights 

98 percent 

Expansion Option 


a. Years 

15 

b. Routes 

3rd Lock 

Panama Defense Role 

10 percent 

Temp. Jurisdiction 

1 0 years 

US Military Rights 

60 percent 

Land and Water 

40 percent 

US Utility 

79 

Panamanian Utility 

40 

Joint Utility 

119 


no more than 40 percent of the Canal Zone, pays no 
more than $40 million in compensation, etc., then — us- 
ing the curves and issue weights — the utility of such an 
agreement can be determined. 

Model Panamanian Agreement 

We judge that for psychological reasons, it will be 
hard for Panama to let the treaty covering the present 
canal extend beyond the year 2000. Since the expansion 
of the present canal or construction of a sea-level one 
might not start for 20 years, and could take an equal 
amount of time to complete, the Panamanians might 
accept a total duration of around 45 years. Panamanian 
governments have long felt that the direct compensa- 
tion they receive from the canal is far below what it 
should be. They are clearly unwilling to settle for the 
approximately $25 million offered in 1967. With the 
combination of annuity, license fees, taxes, and pay- 
ment for bases under a status-of-forces agreement, they 
are likely to insist on an annual payment of at least $75 
million. The Panamanians want to reduce as much as 
possible the signs of the official US presence in the canal 
area, and are likely to feel that many of the 32 sub- 


issues the US wants to retain under the rubic “perma- 
nent jurisdiction” in fact serve to prolong this presence 
They may also object that several of the 32 jurisdic- 
tional elements restrict economic opportunities for 
Panamanians. 

In the area of US defense rights, the Panamanians are 
mainly interested in obtaining a precise definition of the 
rights, as well as some reduction. If they can get 
language in the treaty clearly specifying US defense 
rights, they may be willing to accept only a 25-percent 
reduction in terms of men, material, and money, 
Panama’s objections in the area of US military 
rights — those not directly related to defense of the 
canal — may be in part overcome by US offers of in- 
creased compensation. Thus, a 25-percent cut might 
satisfy them. The Torrijos government appreciates that 
expansion of the present canal will almost certainly be 
necessary within the next 50 years, and it recently has 
begun to study in detail the implications of this need. 
Because the Panamanians strongly object to the 
prospect of dividing the country again, they probably 
will not accept the option of construction of a sea-level 
canal along Route 10. Expansion of the present canal or 
construction of a sea-level one on its site do not pose this 
difficulty, however, and either may be acceptable. 
Since the Panamanians want a basic treaty covering the 
present canal to last no longer than the end of this cen- 
tury, they need a decision on expansion within this time 
frame, and would like one within 15 years. 

The transfer to Panama of the 32 elements of what we 
have called temporary jurisdiction will be among the 
first evidence the Panamanian public would see after 
the signing of a new treaty, and therefore Torrijos is 
anxious to get as many of these as soon as possible. On 
this point, the Panamanians are likely to hold closely to 
the five-year deadline they have put forth in earlier 
negotiations. 

The Panamanian side claims that most of the land 
and water in the present Canal Zone is not essential to 
the operation and protection of the canal, and that 
Panama needs these “non-essential” areas for expan- 
sion. In fact, however, the land Panama really needs to 
permit urban growth is limited to a relatively small area 
bounding Colon on the north and Panama City on the 
south. It wants the remaining territory mainly to bolster 
its claim to sovereignty. The Panamanians might be 
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Model Panamanian Agreement 

Issue 

Outcome 

Total Duration 

45 years 

Compensation 

$ 75 million 

Perm. Jurisdiction 

25 issues 

US Defense Rights 

75 percent 

Expansion Option 
a. Years 

15 

b. Routes 

14/3rd Lock 

Panama Defense Role 

40 percent 

Temp. Jurisdiction 

5 years 

Land and Water 

50 percent 

US Utility 

60 

Panamanian Utility 

66 

Joint Utility 

126 


willing to accept a US offer to transfer about 40 to 50 
percent of the present total area of the Zone. 

This appraisal of the Panamanian position enables 
the outline of a Model Panamanian Agreement to be 
drawn up. 

Pareto-Optimal Solutions 

From these two model agreements, both the US and 
Panama could improve their positions by moving out to 
the parcto-optimal curve. The chart on page 28 shows 
the model agreements and the areas on the pareto-op- 
timal curve to which they could be moved to obtain 
greater utility at no loss to the other side. For the US, 
the range of agreements lying on the pareto-optirnal 
curve indicated by the blue-shaded area are E, F, and 
G. All three have greater utility for the US; in addition, 
the latter two are also better for Panama. 

The advantages for the US in moving to an agree- 
ment on the pareto-optirnal curve are evident. 
Agreements E, F, and G all meet the US basic goal of 
retaining 100 percent of present canal defense rights. 
The US would gain 31 or 32 of the issues under perma- 


Issue; 


MODEL US 

AGREEMENT AGREEMENT E 


AGREEMENT F AGREEMENT G 


Outcome 


Total Duration (years) 
Compensation (million $) 

Perm. Jurisdiction (issues) 

US Defense Rights (percent) 
Expansion Option 

a. Years 

b. Routes 

Panama Defense Role (percent) 
Temp. Jurisdiction (years) 

US Military Rights (percent) 
Land and Water (percent) 


80 

40 

20 

98 

15 

3rd Lock 
10 
10 
60 
40 


US Utility 
Panamanian Utility 
Joint Utility 


79 

40 

119 


90 

95 

32 

100 

35 

14/3rd Lock 
45 
10 
80 
25 

92 

40 

132 


90 

95 

31 

100 

35 

14/3rd Lock 
50 
10 
80 
42 

88 

48 

136 


49 
95 
31 

100 

35 

1 4/3rd Lock 

50 
10 
80 
43 

85 

52 

137 
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nent jurisdiction, compared with only 20 in the Model 
US Agreement. US retention of Military Rights would 
also go up from 60 percent to 80 percent. In the area of 
expansion of the canal, by moving out to the curve, the 
US would obtain the maximum, 35- year, period it 
wants to decide on whether and how to expand, and 
would also have the choice of two routes instead of only 
one. Agreement E would provide for the US to give up 
only one fourth of the present land and water area of 
the canal, while F and G call for transferring to Panama 
only a little more than the Model Agreement. All three 
allow the US the same ten years to complete transfer of 
the items under the category Temporary Jurisdiction 
that the US Model Agreement does, Under agreements 
E and F, the duration of the treatywould be extended 9 
or 10 years from the 80 years in the US Model Agree- 
ment, but would drop to 49 years under Agreement G. 
The principal improvement in Panama’s position under 
the three agreements is in the form of greater compen- 
sation — $95 million, compared with $40 million under 
the Model US Agreement — and in an expansion of its 
role in canal defense — around 50 percent rather than 
the 10 percent under the US Model. This reflects the 


fairly low weight that, in our appraisal, the US gives to 
these two issues. 

It is not suggested that agreements E, F, and G are 
the only alternatives to the Model US Agreement or 
that any of them would necessarily be acceptable and 
form the basis of a new treaty. Indeed, we feel that 
Panama would be more likely to hold out for an agree- 
ment such as those derived from moving to the 
pareto-optimal curve from its own Model Agreement. 
This area, shaded in gray in the chart, includes the joint 
Max Agreement and agreements I and J. 

All three of these possible agreements would go far in 
meeting Panama's most important objectives: a short 
treaty, rapid acquisition of a large portion of the present 
Canal Zone, and a major role in the defense of the 
canal. They would obtain control of the canal by the 
year 2000 take over immediately nearly one half of the 
land and water presently included in the Zone, and 
assume right away one half of the role of defending the 
canal. The three agreements would also satisfy 
Panama's desire to obtain within five years all of the 
elements under temporary jurisdiction. Panama would 
obtain close to the maximum monetary goal we have 
posited an annual $100 million. All of the agreements 
would also meet Panama’s desire to exclude the option 


Issue 

Total Duration (years) 
Compensation (million $) 

Perm. Jurisdiction ( issues ) 

US Defense Rights (percent) 
Expansion Option 

a. Years 

b. Routes 

Panama Defense Role (percent) 
Temp. Jurisdiction (years) 

US Military Rights (percent) 
Land and Water ( percent ) 

US Utility 
Panamanian Utility 
Joint Utility 


JOINT MAX 
AGREEMENT 


25 

96 

28 

100 

25 

14/3rd Lock 
50 
5 
79 
5b 

72 

68 

140 


AGREEMENT I 

Outcome 

26 

95 

29 

100 

26 

14/3rd Lock 
50 
5 

80 

43 

70 

70 

140 


AGREEMENT J 


26 

95 

17 

100 

26 

14/3rd Lock 
50 
5 
63 
53 

63 

77 

140 
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of expanding canal capacity by building a sea-level 
canal along the present course of Route 10, which 
would physically divide the country anew. To secure 
these advantages, Panama would need to permit the US 
to retain all the canal defense rights it now possesses. 
Under the Joint Max Agreement and Agreement I, the 
US would also retain all the canal defense rights it now 
possesses. Under the Joint Max Agreement and Agree- 
ment I, the US would also retain about 80 percent of its 
present military rights not directly related to canal 
defense. Under Agreement J, however, this would drop 
to only about 63 percent. The principal Panamanian 
concession under all three agreements would be to 
grant the US a period of at least 25 years to make a 
decision on canal expansion. Since we believe this is one 
of the issues to which Panama gives low rank, it might 
be used as a tradeoff for getting a better deal on 
another, higher rated issue. Signing the Joint Max 
Agreement or Agreement I would also require the 
Panamanians to let the US retain nearly all the 32 
elements under Permanent Jurisdiction, Since both sides 
give high priority to this issue, it is likely to be one of the 
most difficult to iron out. On this issue, Panama may 
well take a position such as indicated in Agreement J, 
which would mean giving the US only about one half of 
the elements under Permanent Jurisdiction. 

Agreement H lies about mid-way between the two 
shaded areas on the pareto-optimal curve and might 
serve as a compromise between the two positions. This 
agreement seems to meet the US desire for retaining ex- 
tensive defense rights, military rights, and elements of 
permanent jurisdiction. It also provides for a reasonably 
long period — 25 years— to decide on expansion of the 
canal, and gives a choice of two routes if the decision to 
expand is made. 

Under Agreement H, Panama would come close to 
meeting the goal of obtaining the canal by the end of 
the century; would immediately obtain 43 percent of 
the land and water presently included in the Canal 
Zone; and would gain the maximum $100 million an- 


Agreement H 

Issue 

Outcome 

Total Duration 

27 years 

Compensation 

$ 95 million 

Perm. Jurisdiction 

31 issues 

US Defense Rights 

100 percent 

Expansion Option 

a. Years 

27 

b. Routes 

14/3rd Lock 

Panama Defense Role 

50 percent 

Temp. Jurisdiction 

10 years 

US Military Rights 

80 percent 

Land and Water 

43 percent 

US Utility 

76 

Panamanian Utility 

63 

Joint Utility 

139 


nual compensation. The ten-year period for transfer of 
the elements of temporary jurisdiction is near the mid- 
point between the positions of the two sides on the issue. 
In terms of utility. Agreement H would represent for 
both sides only about a three-point drop in the utility 
they would have from the position set out in their model 
agreements, while in each case improving the deal for 
the other side and thereby improving the chances of 
selling the pact. 

Evidently, Agreement H is not “the solution” to the 
problem of devising a treaty satisfactory to both sides; 
there arc certain parts of it that neither side may be able 
to accept. Our objective is to present a way of looking at 
the problem rather than a solution. The model’s value 
lies in the fact that it is dynamic; that it allows the 
analyst to plot the changes in the position of the other 


US Utility 
Panamanian Utility 
Joint Utility 


MODEL US 

MODEL 


AGREEMENT 

PANAMANIAN AGREEMENT 

AGREEMENT H 

79 

60 

76 

40 

66 

63 

119 

126 

139 
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side, and permits the policy maker to make shifts in his 
weighting of the elements on his own side as well as his 
opponent’s. It forces the user to be rigorous in his think- 
ing; if he wants more on one issue, the model can show 
how much he may need to give up on others. It can also 
illustrate for him the gap between his position and that 
of the other side, suggest how the gap can be reduced, 
and indicate in which direction each side is in fact mov- 
ing over a period of time. Moreover, constraints can be 
plugged into the model. In this paper, for example, it 
was necessary to stipulate that the period to decide on 


expansion of the canal could not exceed the duration of 
the basic treaty. 

This analysis represents our best judgments as of 
mid-July. As information changes, as positions become 
more clearly defined, it is a relatively simple matter to 
revise the analysis using this method. The issues can be 
revised and reweighted, the bargaining ranges specified, 
and the curves redrawn. The implication of the new 
weights and curves can be quickly determined and 
evaluated. 


GLOSSARY 


pareto-optimal - describes situations in the distribution of some 
desired good from which no one individual can be made better 
off without making someone else worse off. Essentially, it is an 
efficiency criterion,, eliminating waste, but not concerned about 
the equality of the distribution. 

util - in the study of policy options, an artificial measure of utility. 

utility - psychic satisfaction derived from consumption or gain. 
Utility is a subjective, personal value. It is not the same as 
"usefulness" in the functional sense— a painting, for example, 
may not be useful, but it may clearly afford satisfaction. 

utility analysis - a study designed to determine the satisfactions to be 
gained from various outcomes. It can be used to predict how 
happy two parties to a bargaining situation will be with each 
possible resolution of the issues. It is generally not predictive in 
the sense of telling what sort of arrangement ultimately will be 
reached, but it does focus attention upon the relative importance 
that the two sides attach to each issue, and the trade-offs among 
them. 

weighting - A ranking of observations according to their importance 
or some other criteria, before computations are made. 
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